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of Spain 


by Sidney C. Sufrin 
and Franklin A. Petrasek 














IN RECENT MONTHS MANY AMERICAN periodicals and newspapers 
have carried stories on Spain. The delights of Spain, its romantic 
bull fights and art galleries, its low cost of living, and a host of 
other tourist lures have been dangled before the reading public. 
Little has been said about its politics and still less about its 
economics.* 


At the present time the United States government is nego- 
tiating with the Spanish government over military and economic 
matters. These negotiations necessarily involve consideration of 
the economic potential of Spain. 


New U. S. Interest in Spain 

This country’s attention turned to Spain when American mili- 
tary planners began to weigh the possibility of obtaining strate- 
gic bases on Spanish territory for the use of the North Atlantic 
treaty coalition. Admiral Forrest P. Sherman of the Joint Chiefs 
of Staff, shortly before his death in the summer of 1951, visited 


* The views expressed in this book are those of the authors and do not 
necessarily reflect the opinion of the United States government. 
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General Francisco Franco to discuss the possibility of establishing 
bases in Spain. Following the untimely death of Admiral Sher- 
man, Washington sent a Temporary Military Survey Team (the 
Spry mission) and a Temporary Economic Study Group (the 
Sufrin mission) to make a further study of the military and 
economic potential of Spain. 

These missions conducted their surveys during the summer, 
autumn and winter of 1951. After they had reported to Wash- 
ington, the new American ambassador to Spain, Lincoln Mac- 
Veagh, was instructed to begin negotiations with the Spanish 
government with the object of obtaining the use of military 
bases in return for some American economic assistance. The 
negotiations continued through the spring and summer of 1952. 

Press reports in November indicated that military and eco- 
nomic agreements between the United States and Spain would 
be signed shortly. The military sums involved are not stated, 
but the economic aid is estimated at $150 million for the first 
year. With a fund of dollars approximating $150 million, 
Spain’s immediate financial difficulties should be abated, and a 
reasonable development of both investment and consumer-goods 
imports could be expected. The big problems, aside from the 
possibility of a third world war, are whether Spain will make 
wise choices in its expenditure of funds and whether the United 


States will give technical advice to Spain. 


Spain’s Exchange Position 


Whatever may be the military results of United States-Spanish 
negotiations, the effectiveness of American economic aid to Spain 
will depend in considerable part on the capacity of the Spanish 
economy to make use of foreign aid. A poor country can im- 
prove its economic position if outside capital is brought in to 
supplement its investment facilities. Poor countries—and most 
European countries consider themselves to be in this category— 
are anxious to obtain United States aid, which represents an 
import of capital, or private investment. However, these coun- 
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tries, to protect their internal financial position—that is, to pre- 
vent people within the country from taking money, that is capital, 
abroad—enforce exchange controls. While these controls often 
prevent the “flight of capital,” they also reduce the willingness 
of people, natives and foreigners, to invest. 

Spain, a poor country which wants foreign investments, uses 
a complicated system of exchange controls. Its foreign payments 
tend to be in balance with the rest of the world because (1) 
other nations insist on fairly rigidly supervised bilateral trade 
with Spain, due to its tight financial position, and (2) certain 
foreign loans (by private American investors, the United States, 
and British private sources) have propped up Spain’s financial 
position. 

If the present negotiations are successful, Spain will benefit 
by roughly $180 million in loans or grants authorized by the 
United States Congress. American military expenditures in 
Spain, if available, would further bolster the country’s dollar 
resources. Under the circumstances it is possible that Spain in 
the near future would be in a sufficiently strong position to free 
its foreign trade from controls. That is to say, the conditions 
that would permit reductions in exchange controls, investment 
controls and price-fixing will be at hand. Already internal con- 
sumer rationing has been almost entirely removed, and indica- 
tions of freer, but not yet free, international payments are evident. 

Should these developments come to pass, Spain would become 
more of a potential area for American investment than it has 
been for three generations. This book examines the economic 
potential of Spain without attempting to pass judgment on its 
political situation. 

Let us first look at Spain’s geography and at the way its econ- 
omy developed in past history. 











The Geography 
of Spain 








SPAIN IS EUROPE’s GATEWAY TO AFRICA. Not only have the 500 
years of Moorish settlement left their mark on the people, the 
rigid social structure, the architecture, the very thought habits 
of Spain, but geographically Spain is not unlike North Africa. 
Most of Spain suffers from a lack of water; the climate is harsh 
in most places; and on the whole the land is poor. 

The Pyrenees in the north, the high central plateau—the 
Meseta—the steep and rocky coast with relatively few good har- 
bors, all have tended to isolate the Iberian Peninsula from the 
rest of Europe. In addition, the mountain ranges of Spain run 
generally east to west, creating, not protected avenues, but road- 
blocks to communication. 

The Pyrenees Mountains between France and Spain have an 
average height greater than the Swiss Alps. The highest point, 
Pico de Aneto, is in excess of 11,000 feet. These snow-capped 
mountains are pierced by two railroad lines that terminate at the 
Spanish border. Here the standard European track gauge and 
the wider Spanish gauge meet but do not join. Originally planned 
to deter any ambitious French plans for an invasion of Spain, 
the gauge differential today results in inconveniences to the trav- 
eler and long delays for Spanish and world shippers. 

Less inspiring than the Pyrenees, but as impressive in a geo- 
logic sense, is the Spanish Meseta. This ancient high rock mass, 
flat of surface, covering more than half the country, is the true 
heart of Spain. The 2000-foot altitude brings bitter-cold winters, 
especially as icy winds sweep down from the mountains bordering 
and piercing this plateau. 
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The drainage pattern of the rivers Tagus, Duero, Guadiana 
and Guadalquivir is generally toward the west. These rivers, 
while impressive at their mouths, offer a tortuous route to the 
sea. The Guadalquivir is the only river navigable for any appre- 
ciable length. Ships of substantial tonnage are able to come up 
this river as far as Seville. This inland port has long been a 
major outlet for Sherry wines, citrus fruits, olive oil, olives, mer- 
cury and cork. 

The climate and topography of the Iberian Peninsula are as 
varied as its many dialects and languages. In the northern regions 
bordering the Bay of Biscay and north of the Cantabrian Moun- 
tains the land has the appearance of Normandy. This area, con- 
sisting of the Basque provinces, Asturias and parts of Galicia, 
receives the lion’s share of Spanish rainfall. The land here has a 
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wet, green appearance. Dairy products and even lard, unknown 


in the olive-oil regions to the south, are in evidence. Cattle are 
sleeker and fatter, and people appear healthier and more pros- 
perous than the inhabitants of the Castilian Plain or of Andalucia. 

As one moves south across the mountains on the roads from 
Oviedo to Madrid the greenness of the land disappears. Here, as 
in such a large proportion of Spain, rainfall is inadequate and 
the Spanish farmer wages his historic fight to grow and harvest 
is the rule. 


9” 


his crops. Cultivo de secano, or “dry farming, 

As one continues south from Madrid into the olive and grape 
regions, the scene again changes, this time to a topography of 
redness and pastel shades of slates and browns. In the foothills 
of southern ranges an indiscriminately rolling landscape is punc- 
tured by the methodical orderliness of thousands of olive trees 
with their dull green leaves. In contrast, the orange trees of 
Valencia and Seville with their dark green foliage appear younger 
and more virile. 

Winter in Spain varies in length from eight or nine months 
in the mountains of Old Castile to practically none along the 
southern and southeastern coastal regions. Ski resorts in the 
Guadarrama Mountains, a short distance northwest of Madrid, 
and beach resorts along the’ southern coast testify to the variety 
of the Spanish climate. This latter region is often called the 
Spanish Riviera, a less expensive and more fully clothed version 
of its French counterpart. 

Spain has a total area, apart from colonial possessions, of 
195,000 square miles, with a population estimated in 1952 in 
excess of 28 million. This is approximately equal to 75 percent 
of the land mass of Texas and a population not quite four times 
as great as that of the Lone Star State. 

Two cities, Madrid and Barcelona, have over a million in popu- 
lation. Madrid, close to the geographic center of Spain, is the 
administrative and cultural center of the country, while Barce- 
lona is the industrial capital of Spain. Valencia, Seville, Malaga, 
Saragossa and Bilbao each have populations of between 200,000 
and 400,000 people. 
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Historical 
Background 








THERE IS A LEGEND IN SPAIN THAT before Emperor Charles V 
turned the royal scepter over to Philip, the monarch advised his 
son somewhat as follows: “If you want to increase the power, 
the wealth and the glory of Spain, make Lisbon your capital. 
If you want to maintain the Empire at its present state, make 
Barcelona your capital. But if you have lost interest in the 
future and make Madrid your capital, Spain will falter, grow 
weak and poor.” The legend does not tell the answer that the 
younger man made to his abdicating father, but Spain has clearly 
lost its pre-eminence in Europe since the days of Charles V. 

To a great degree the legend makes sense. Spain has lost its 
orientation toward the Western world across the Atlantic Ocean. 
In its great days, the sea was the road over which Spain strode 
to power. Lisbon looks out on the Atlantic, but Lisbon is no 
longer part of Spain. Strictly speaking, Spain has no great Atlan- 
tic ports. Those who have been to Barcelona frequently compare 
that city to Marseilles or Nice. It has the spirit of a French 
Mediterranean city, but the Catalans do not consider themselves 
Spaniards. They are Catalans. The economic orientation of 
Catalonia, as well as of the Basque provinces, is toward France 
and, to a lesser extent, toward Italy. It is not toward Spain. 


Madrid and Regional Loyalties 

Madrid is an artificial city—artificial because it has no great 
natural purpose for being. It is situated on no great river, in 
the heart of no great agricultural or industrial section or area of 
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natural resources; nor does it call forth in the breasts of Spaniards 
who live away from the city any great emotion as do the names 


Toledo, Burgos, Seville or even Bilbao. 

To most Spaniards Madrid is merely the capital city, the seat 
of “Castillian centralism.” From the days of the Hapsburgs, 
Madrid has literally been the seat of political power and the 
center of the administrative machine. Traditionally the Spanish 
government has viewed with distaste any power in the hands of 
the provinces and municipalities. The school system, the tax 
system, the road system, virtually all phases of governance, have 
historically been centralized in Madrid, which was designated, 
when only a small village, as the capital of Spain largely because 
it is almost in the exact center of the Iberian Peninsula. Needless 
to say, the Spaniards of the provinces have not been happy about 
this Castillian centralism, and so have tended to exaggerate their 
local differences with Madrid, always viewing these differences 
in terms of provincial superiority. ‘The Basques, for example, as 
well as the Catalans, have long harbored movements of autonomy. 
Autonomy does not always mean separation trom the Spanish 
state, but rather local control over local matters. The men of the 
South and of the East will smile in a superior way when talking 
of or to the men of Madrid, especially to government officials. 
Madrid as the great seat of political power has attracted some 
industry, but its major economic functions are government bu- 
reaus, banks and main offices of industrial firms whose produc- 


tion is carried on elsewhere. 


Decline of an Empire 

To people who have thought and wondered about Spain a 
frequent question must be, ‘How is it that a nation which once 
was pre-eminent in the world declined within a space of a couple 
of hundred years, so that its poverty has become notorious?” 
Many answers can undoubtedly be given to this question because 
rarely if ever is there a single force which determines the history 
of a nation. From the economic point of view the decline of 
Spain was the inevitable result of its policies. 
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Spain’s great empire in the 16th century involved Spain in a 
myriad military campaigns. From the middle of the 16th cen- 
tury to the middle of the 17th century Spain defaulted on its 
national debt at least six times, causing havoc in its own banking 
system and among the foreign banks which lent money to the 
Spanish Crown. This resulted not only in a loss of credit stand- 
ing for the Spanish government but, more important, represented 
a great loss of human life, capital goods and resources to the 
Spanish nation. But Spain had the enormous wealth of its colo- 
nies. Gold and silver from Spanish America began to flow into 
Spain before the 16th century was 30 years old. For a hundred 
years the flow of treasure to Spain continued at very high rates, 
and then the output diminished but still remained appreciable 
during the entire 18th century. 


The Drain of Colonies 

It is estimated that $170 million in gold and $200 million worth 
of silver, at-1934 values, officially entered Spain from America 
between 1520 and 1660. By modern standards this is not a great 
deal of wealth, but by 16th- and 17th-century standards these 
amounts are enormous, especially because the output of precious 
metals had been declining during the 15th and 16th centuries. 
Some of this treasure was used to pay the armies fighting for 
Spain in almost every nook and cranny of Europe. Some of the 
treasure was claimed by foreign creditors of the government. Most 
of the bullion, however, probably found its way to France, Eng- 
land, Holland and Italy in payment for the manufactured goods 
which Spain bought for its own use or for colonization purposes. 
Thus investments in exploiting the colonies were more profitable 
than investments in Spanish industry. 

The results were what one would expect. Industry suffered 
while trade flourished. This situation could only endure so long 
as new money, gold and silver in this case, was pouring into Spain. 
So long as new money kept coming in, prices were bound to rise 
because the supply of money was increasing faster than the supply 
of goods. It is estimated that in the century from 1500 to 1600 


1] 














Spain’s growing population 





IN MILLIONS 


25 

















| 


15 


10 


1900 1910 1920 1930 1940 1950 


tegowa 


Spanish prices rose by 300 percent or more, while in the rest of 
Western Europe prices rose by something over 200 percent. Thus 
Spain enjoyed a short-run prosperity based on inflation, and the 
other parts of Europe enjoyed a capital expansion based, to a 
great degree, on supplying the Spanish market with manufactured 
goods. Spain tried price-fixing and wage-fixing, but with no 
success. Smuggling became a recognized profession—a profession 
which has retained a certain respectability to the present day. 

Less than a year ago one of the present authors was introduced 
to a businessman, and the trade of the businessman was explained 
as “agent.” Upon inquiry the “agency” of the “agent” was 
found to be a highly successful smuggling business. On many 
occasions both the present authors have been offered goods in 
Spain whose entry into that country was without benefit of 
customs. 

As soon as the influx of bullion from the New World dimin- 
ished, Spain faced trouble, and by the 17th century the inflow 
of treasure began to diminish both because the mines of the New 
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World became less productive and because of the political changes 
which were being felt the world over. In brief, the Spanish 
colonies were no longer primarily concerned with Spain—the 
colonies were coming of age. Nationalism was also on the march 
within Europe, so that Spain lost its territories in Italy and the 
Low Countries. 

The 16th was the peak century for Spain. Its merchant marine 
was then the greatest in Europe. The manufacture of textiles 
and hardware, the production of wine and oil, reached high 
levels. Spain’s population in 1500 was probably 7 million people. 
By 1600 the population began to decline, so that by the end of 
the century it was probably not more than 6 million, while com- 
merce and industry were almost at a standstill. Wars, thoughtless 
policy in the realms of both politics and economics, and the 
growing strength of the rest of the world undermined Spain. 

From the 17th century to our day Spain fell farther and farther 
behind the rest of the Western world. The Napoleonic wars, 
civil strife and the lack of natural resources all combined to keep 
the standards of living in Spain low and to develop a strong 
nationalism, which was nurtured by the memory of Spain’s 


golden era. 


Western Influence Slight 

The great currents of democracy, socialism and communism 
of the 19th and 20th centuries had relatively little effect on the 
Spanish masses. True, Madrid developed a Western ideology 
with respect to both socialism and capitalism, but Madrid is 
unlike the rest of Spain. The great radical movement in the 
north and in the south, for example, was anarcho-syndicalism. 
The attitudes of the landed gentry and aristocracy, according to 
sophisticated Spaniards, are similar to those of the great Polish 
and Russian landowners of the Tsarist era. While serfdom has 
not existed in Spain for many generations, the peasants have in 
fact been attached to the soil, and many of the landowners live 
in the larger cities or travel extensively. The peasantry of Spain, 
due to poverty and lack of education, has never been a great 
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political and economic force in the land. Yet Spain has a small 
class-conscious and politically conscious urban proletariat, espe- 
cially in the industrial cities of Catalonia and the Basque 
provinces. 

The business ideology of the Western world is not completely 
lacking in Spain. Many businessmen, both large and small, and 
possibly a majority of the banking group would, if queried about 
their economic views, give an off-the-record answer which would 
support a free market-free enterprise system. However, the mid- 
dle class in Spain, the class which in the United States and West- 
ern Europe is accustomed to taking the risks of business, is very 
small. It seems as if the competent young businessmen are 
siphoned off to government and to banking. From the point of 
view of social structure Spain is a land of a very small wealthy 
group and a very large poor group. The middle class, which has 
been so important historically in the development of the modern 
world, has not developed to any appreciable degree in Spain. 




















The Economic 
Potential 








SPAIN IS NOT. STRIKINGLY RICH in raw materials. Its greatest 
national asset is its labor force. But Spain’s labor force has not 
had the advantages of modern industrial training, a high or 
rising standard of living, a high level of general education, and 
the other elements which tend to make labor low in cost even 
if high in wages. The contrary is true. The Spanish economy 
has inherited a fund of capital which is often technically obsolete, 
and a business and economic structure marked more by monopoly 
than by competition. It should, however, be pointed out that 
although a good deal, possibly as much as two-thirds, of Spain’s 
equipment is antiquated by Western European standards, the 
fixed cost burden of the equipment is very low indeed. That is 
to say, the cost of the investments has long since been paid off. 

Discouraging as this summary may sound, the economic poten- 
tial of Spain is much greater than its realization. Let us now 
look at some of the major underdeveloped economic sectors of 
Spain’s economy. 


Agriculture 


Spain is basically an agricultural country. Well over half of 
its population live in farm villages and small towns. Less than 
half of the investment of the Spanish economy, however, is in 
agriculture. In point of fact, with respect to food Spain is among 
the few self-sufficient or nearly self-sufficient countries in Western 
Europe. Agricultural self-sufficiency, however, is secured only at 
a low level of per capita consumption, in fact a poverty level in 
some areas, particularly in the villages of the South. 
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The average Spanish diet is estimated to be among the lowest 
in Europe, with the basic diet built around bread, unrefined olive 
oil, and wine, and supplemented by potatoes, beans, rice and 
cheese. In other words, the Spanish economy can just about 
feed itself. It can and does export olive oil (to Italy and to the 
United States), wines (to France, Britain and the United States) , 
and citrus fruits, leather, cork, fish and nuts (to Western Europe) . 

Spanish agriculture still suffers from the effects of the Civil 
war of 1936 and World War II, but some agricultural exports 
are assuming their former positions of prominence. Nevertheless, 
livestock and equipment losses, disorganized production, 
droughts, transportation difficulties, a loss of international mar- 
kets, and soil depletion have all been responsible for the decline 
in agricultural output for both domestic and foreign sale. This 
decline is a result of reduction in acreage under cultivation and 
a reduction in yield per acre. 
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During this deterioration process World War II acted as an 
accelerator, for it closed world markets to Spanish luxury ex- 
ports and cut off imports of fertilizers and farm machinery. 
Spanish farming suffered as a result. The effects of the Civil war 
and World War II were exaggerated by a third blow at agricul- 
tural output. The five-year drought that lasted from 1947 to 
1951 was a very serious handicap to the agricultural position of 
the country. Of course, always in the background have been the 
chronic problems of foreign exchange shortages and of the ex- 
panding population, which grows at the rate of about 3,000 births 
a week. 

Spain’s three principal agricultural shortages are fertilizer, 
farm machinery and irrigation. Improvement in any or all of 
these shortages presents the most promising remedy for the imme- 
diate improvement of the general standard of living. 

From the long-range point of view numerous other improve- 
ments can be made in agriculture. Among these are extensive 
reforestation of stripped areas, improved tillage practices and 
equipment, use of forage and cover crops, improved seed, improve- 
ments in processing and storage, and agricultural research and 
technical assistance. 


Need for Fertilizers 

The lack of adequate supplies of fertilizers during the past 
15 years has seriously depleted Spain’s less than robust soil. ‘Today 
additional fertilizer is the most urgent requirement of Spanish 
agriculture. The most critical need is for nitrogeneous fertilizers, 
the great majority of which must be imported. Superphosphate 
fertilizer is the second major need. Here, Spain is in a slightly 
better position. The country has sufficient capacity for the manu- 
facture of superphosphate. For the past five years production has 
been at the rate of 20,000 tons per year. Phosphate rock, however, 
must be imported from French Morocco and Tunisia. 

Potash is less needed on Spanish soil, with ample supplies being 
available for domestic consumption. In 1950, 178,000 metric 
tons of potash were produced, including 28,000 tons that were 
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exported to the United States. Potash was also exported to Brit- 
ain, Belgium, Holland, Korea and Japan. 

Spain is at present attempting to increase the domestic pro- 
duction of nitrogen. The increased nitrogen will be in most part 
in the form of ammonium sulfate. Up to now nitrogen produc- 
tion has not exceeded 5,000 tons annually. Increases are planned 
that will result in a total production of over 125,000 tons by 1952 
or 1953. Long-range plans call for making the country virtually 
independent of foreign nitrogen imports. Other countries, how- 
ever, with coking-gas by-products and cheap hydroelectric power 
may be in a better competitive position than Spain for nitrogen 
production. 


Lack of Farm Machinery 


Spanish agriculture is mainly dependent upon animal and 
human labor. About 98 percent of all draft work is done by 
cows, oxen, mules, donkeys and horses. Less than one farm in 
200 enjoys the use of a tractor. Ninety percent of the grain is 
sown by hand, 50 percent is cut by hand, and 60 to 75 percent 
is hand-threshed. 

Spanish farms urgently need tractors and mules and modern 
equipment but lack the ability to buy them. Before the Civil 
war Spain imported, on the average, 5,000 mules per year. This 
figure has dropped to about 1,000 mules annually. In addition, 
large numbers of tractors and trucks destroyed during the Civil 
war have not been replaced. While it is true that tractors and 
certain types of heavy farm machinery cannot be used advantage- 
ously in many parts of Spain, they can be effective on numerous 
farms now suited for their use. At present there are 13,500 trac- 
tors registered in Spain, but of these, many are over 30 years old. 
Before the Civil war about 500 to 600 tractors were imported 
annually. This figure dropped drastically following the cessation 
of hostilities. Subsequently, the number of imported tractors 
increased, so that by 1949 approximately 1,500 per year were 
annually imported into the country. 

To make up past deficiencies and to allow for future develop- 
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A typical well for irrigation. 


ment many Spanish authorities believe that Spain needs to import 
up to 40,000 tractors in the immediate future. It must be remem- 
bered, however, that the use of tractors in Spain depends on the 
availability of fuel. Because of this, diesel-operated tractors are 
favored, due to their lower operating costs, although most of the 
tractors of less than 25-belt horse power are gasoline operated. 
By far the largest demand has been for wheel, rather than crawler, 


tractors. 


irrigation Problems 

Improved irrigation is another urgent problem of Spanish agri- 
culture. Spanish water wells at present are generally limited to 
shallow, hand-dug wells of from 25 to 60 feet in depth. The water 
lift is usually done by a blindfolded donkey or mule walking in 
a circle to operate a primitive endless-chain bucket. The area 
irrigated by such a well is necessarily small. Some recent attempts 
have been made to use centrifugal pumps to tap the larger 
sources of underground water. Pumps operated by electric, gaso- 
line and diesel power have been used for this purpose. Capaci- 
ties have varied from 2 to 175 horsepower. 

Drilling rigs are lacking to carry out extensive exploration 
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surveys for ground water. Additional mobile rigs capable of 
drilling a 16-inch-diameter bore to depths of 100 to 300 feet are 
a basic requirement if and when they can be imported or domes- 
tically built. There are indications that untapped extensive 
ground-water supplies may be found in Spain. If this important 
national resource can be recovered and wisely and efficiently allo- 
cated and used, Spanish agricultural problems can be expected 
to be eased considerably. 

The development of agriculture would both enhance living 
conditions in Spain and secure foreign exchange or imports. 
However, Spain probably cannot, because of the size and distri- 
bution of its population, its geography and its natural resources, 
become a primarily agricultural country. Agricultural develop- 
ment is a necessary but not a sufficient condition for prosperity. 




















Raw Material 
Resources 








WHILE SPAIN’s ECONOMY AT PRESENT leans heavily on agriculture, 
Spain also has various raw materials necessary for modern indus- 
try, such as coal and iron, and some which are particularly needed 
for strategic purposes, notably wolfram and bauxite. 

Spain has never been considered a major coal-producing coun- 
try. Its output never has compared favorably with that of Ger- 
many, Britain or France. In 1951 just over 12.5 million tons of 
bituminous, anthracite and lignite coal were mined in Spain and 
the Balearic Islands. This was approximately one-sixteenth of 
the British tonnage and about the same tonnage as that of the 
Netherlands. Of the total Spanish production, approximately 
9.15 million tons were bituminous coal, the remainder being 
divided about evenly between anthracite and lignite. Some 15 
percent of the bituminous coal was used to make metallurgical 
coke for the domestic iron and steel industry. 


Coal Mining 

The most productive and highest quality coal fields are found 
in the northern coastal regions of Spain, the province of Oviedo 
alone producing over 65 percent of mined coal. Secondary areas 
of coal production include the regions of Leén and Valencia 
and, in the southern section of the country, Puertollano and 
Penfiarroya. Some of the southern mines are being depleted, 
thus causing the northern areas to assume an even more domi- 
nant relative position as producers. Lignite deposits are fairly 
well concentrated in the northeastern part of Spain. 
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Any increases in coal production in Spain would depend on 
a two-stage modernization and development program, that is, a 
short-run and a longer-run program. Of immediate need are such 
items of mining equipment as air pick-hammers, compressors, 
pipelines, rock drills, rock-loading machines, conveyors, coal cars 
and mine locomotives. The second phase of more extensive 
development would involve the opening of new shafts in known 
but undeveloped reserves, a prospection program, test drilling, 
washing plants, and so on. Estimated known reserves of close to 
5 billion tons would appear to justify such a long-range program. 


Need for Modernization 


While the total tonnage of mined coal in Spain has risen con- 
tinuously during the past ten years, quality has declined. Spanish 
coal, never noted for high thermal capacity, has steadily de- 
creased in total B.T.U.’s* per unit of weight. Facilities such as 
washing plants are usually conspicuous by their obsolescence or 
complete absence. American engineers are of the opinion that 
modern coal beneficiation plants would materially reduce the 
ash and sulfur content of the coal, decrease the loss of usable coal 
and permit the mixing of a more uniform product. This would 
also reduce the tonnage of final shipped product and have a sec- 
ondary effect of lessening the burden on the Spanish railroads. 

However, even with considerable modernization, no startling 
increase in Spanish coal production can be expected. Spanish 
mines are difficult to work. Seams are steep and with numerous 
faults. Narrow and thin seams will resist attempts to introduce 
as much mechanization as exists in the United States. In spite of 
this, material handling techniques and procedural techniques 
could be improved with American technical assistance. An in- 
crease in production amounting to 10 to 15 percent could accrue 
within a year of the receipt of equipment by the mines. The 
maximum increase in production would probably not exceed 25 
percent in a three-year period. 

Coal is one of the prerequisites for a higher gross national 


* British thermal units. 
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product. Although hydroelectric power is widely and increas- 
ingly used, thermal electric plants are necessary as stand-by plants 
because of the uneven flow of Spain’s rivers. As is true elsewhere 
in the world, coal is one key to the power problem, and thus the 
production problem of Spain. 


Electric Power 

In recent years the lack of sufficient supplies of electric power 
has been cited often as a major factor which retards Spain’s re- 
covery and economic well-being. A lack of electric power is usu- 
ally due to insufficient installed hydroelectric and thermal ca- 
pacity. The difficulty usually can be alleviated by installing in- 
creased capacity. In Spain, however, factors other than installed 
capacity are the major obstacles to a continuous and adequate 
supply of electric power. 

In areas subject to long-term droughts and extreme variations 
in the flow of rivers throughout the year, installed capacity can 
be a misleading index of production. During the recent drought 
from 1947 to 1951 a large percentage of the installed generating 
capacity of the country could not be effectively operated for 
many months of the year. Widespread shutdowns, starting in 
the early weeks of August and continuing until the reservoirs 
had been replenished by fall snow and rains, were common. Re- 
sulting restrictions often caused manufacturing plants to be 
closed for weeks at a time or at least to be operated on less than 
a full-time basis. With the peak load occurring just before 
Christmas, serious lack developed during years of slight autumn 
rainfall. At this time of the year the northern industrial areas 
of Spain experienced additional shortages in hydroelectric power 
production due to the freezing of many of the streams in the 
Pyrenees. 

The construction of thermal plants has, of course, tended to 
alleviate this difficult situation. However, this is not an ideal 
solution in a country which has a hydroelectric potential of 30 
billion kilowatt-hours yearly and has faced serious coal shortages 
for the past decade and a half. 
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To increase thermal power production and yet not place an 
additional burden on the coal industry, the Spanish government 
has experimented with thermal plants located near large deposits 
of low-grade, previously undeveloped lignite. One such plant 
near El Ferrol in the northwestern corner of Spain uses a hitherto 
untapped source of lignite. The lignite, mined by stripping, has 
an extremely low B.T.U. content (under 3,000 B.T.U.’s per 
pound) and must be stored under water to prevent spontaneous 
combustion. The project is a combustion engineer’s nightmare, 
but Spanish engineers are enthusiastic about results. This one 
project is, of course, not the answer to the power problem. 

One power difficulty that can be removed in fairly short order 
is the completion of a unified grid (transmission system) for all 
of Spain. This project will make a major improvement in the 
basic power problem. The transmission of power in Spain has 
been built on pretty much a piecemeal basis. Lines have been 
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constructed to meet urgent requirements. In addition, per capita’ 
consumption varies tremendously from one part of the country 
to another. Annual consumption in the area of Bilbao, the steel 
center of Spain, exceeds 1,000 KWH per capita, while in the 
southern provinces of Andalucia consumption probably does not 
exceed 30 kilowatt-hours. Engineers believe that the completion 
of the national grid to permit a free exchange of power from 
areas of surplus and deficiency will go a long way toward im- 
proving the electric power problems of the country through 
balancing supplies. 

Other requirements include additional reservoir capacity, re- 
finements in switching gear, distributing lines and substations. 
Spain could also use a number of semimobile steam generating 
stations to meet specific demands in certain areas, for example 
the mining centers south of Seville. Technical assistance in plant 
operation, preventive maintenance and the procurement of a 
calculating board would also be valuable. 

In summary it can be stated that Spain is in no immediate 
need for increased hydroelectric generating capacity. The great- 
est increase in Spanish investment in the past few years has been 
in hydroelectric development. The immediate rquirement of 
the country is fuller utilization and interchangeability of the 


capacity already available. 


Chemicals and Ores 

Among the mineral resources of Spain are important deposits 
of iron ore, zinc concentrates, fluorspar, wolfram concentrates, 
lead, potash, pyrites and mercury. Of these, potash is Spain’s 
largest chemical resource. Known reserves are the second largest 
in the world, being in excess of 500 million tons. These resources 
are second only to Germany in quantity and approximately four 
times the reserves of the United States. Spain at present exports 
over 1,000 tons of potash annually and has the possibility of in- 
creasing this export considerably if modern material handling 
equipment, heavy mining equipment and special crystallization 
tanks become available. 
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Trends in mineral production 
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Pyrites are of special importance in Spain due to the critical 
shortage of fertilizers. Superphosphate fertilizers depend on the 
action of sulfuric acid on phosphate rock. Sulfuric acid produc- 
tion in turn depends upon the sulfur content of the pyrites. While 
pyrites are Spain’s second largest chemical resource, phosphate 
rock must be imported from North Africa. Limited exports of 
superphosphate fertilizers have taken place during the last few 





years. The necessary expenditures of foreign exchange for phos- 






phate rock have prevented any major developments along this 





line. 

Spain, once an exporter of pure sulfur, does not at present 
produce enough for its own internal use. Today, approximately 
85 percent of Spain’s sulfur needs are being met from pyrite de- 
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posits. It is estimated that Spain could, at reasonable levels of 
industrial production, use 50,000 tons of sulfur annually. How- 
ever, due to restricted domestic consumption, scarcely 40,000 tons 
are used, of which three-fourths are produced domestically. 

Wolfram mining is carried out, in most instances, in a hap- 
hazard fashion. Many of the deposits are worked by opportunists 
who are more interested in obtaining current high prices rather 
than undertaking any long-range improvement and development. 
It is estimated that total production of wolfram concentrates in 
1951 was approximately 1,300 tons. This production could be 
easily doubled if the mines were operated on a more businesslike 
basis. Both the United States and Spanish governments are inter- 
ested in this ore, vital for arms production. 


lron Ore 


Total iron-ore production in Spain and Spanish Morocco 
totaled about 3 million tons in 1951. This production came from 
140 mines in Spain proper and 4 mines in Morocco. Possibilities 
of increased iron-ore production in Spain are improving as a 
result of recent changes in the exchange rate granted to export- 
ers. The domestic requirements will, of course, expand with any 
increase in the industrial tempo. 

Lead production in Spain is concentrated in the Linares and 
Cartagena lead belts. The ore in these regions has a concentra- 
tion of 5 percent lead, which is considerably above the world 
average. While high in quality, lead production has decreased 
from 280,000 tons of lead metal in 1910 to 34,000 tons in 1950. 
It is believed that by an extensive modernization and develop- 
ment program lead production could be increased 50 percent in 
one year and that additional increases could be effected by treat- 
ing the large commercial dumps in “sink-and-float’’ plants, by 
supplying additional mining equipment, and by the moderniza- 
tion of techniques and extensive exploration work. The metal 
in the commercial dumps usually contains 1 percent and 2 per- 
cent lead, and concentrations of up to 4 percent are found. The 
total tonnage of these dumps has been estimated to be between 
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10 and 20 million tons. It is from these sources that an immediate 
increase in lead production could be accomplished. 

Bauxite is produced in Spain, although it is not used for 
aluminum production due to high silicon content. It is used, 
however, to produce aluminum sulfate, refractory products and 
cement. Production amounted to but 7,600 tons in 1950. 

Thus it is clear that Spain has considerable mineral resources. 
While some of its best deposits have become exhausted or have 
decreased in quality, many excellent possibilities still exist for 
expanding production. This can be done in existing mines and 
in reserves not yet tapped. 

Spanish production has been seriously hampered since the end 
of the Civil war by the combined and interrelated effects of 
drought, lack of electric power, transportation problems, short- 
ages of adequate replacements for mining and plant equipment, 
and a deficiency in technically trained personnel. 

A large percentage of mining and related heavy equipment is 
worn and in need of extensive repairs. Much of it is capable of 
operating only at low rates of productivity. Little effort is de- 
voted to programs of preventive maintenance or “good house- 
keeping.” Technical publications are few and costly. American 
and British technical magazines that are in evidence are of little 
use in a country where the second language is French and the 
technical language and inheritance are German. 

In summary, it can be said that many of Spain’s deficiencies 
in the output of raw materials are due to a lack of foreign ex- 
change, multiple exchange controls, and the fact that political, 
legal and commercial restrictions have not been favorable to the 
introduction of foreign capital. If the situation changes in these 
respects, then Spain could make important strides towards over- 
all increases in mining and mineral output. Along with any pro- 
posed program there must be a firm desire or incentive on the 
part of the Spaniards to take the mineral wealth out of the 
ground. 
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WITH THE RAW MATERIALS AT ITS DISPOSAL and such other raw 
materials as it has been able to purchase abroad, Spain has de- 
veloped some industries, among them tire factories, oil refineries, 
and iron and steel plants. 

In 1950. five Spanish tire companies produced a total of 186,000 
truck and 155,000 passenger tires. Over a million and a half 
bicycle tires were also manufactured. Due to shortages of raw 
materials Spain’s tire companies have been operating at levels 
considerably below full capacity. Because of this fact the coun- 
try will be in no dire need of increased capacity until there has 
been a major increase in the number of trucks, busses and auto- 
mobiles on the road. The major problem will continue to be the 
lack of raw materials, such as crude rubber, scrap rubber and 
carbon black. 


Petroleum 

Spain is at present attempting to obtain a limited production 
of special types of petroleum products from the treatment of oil 
shales. Other than this small and minor potential production, 
Spain is entirely dependent on foreign imports of crude petroleum 
products. An American-Spanish group plans to prospect for oil 
in the near future. 

Crude petroleum is processed at two Spanish refineries. The 
oldest and at present the largest is located in the Canary Islands. 
The second refinery, now being enlarged in capacity, is located 
at Cartagena on the Mediterranean coast. When this plant is 
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completed the country’s total refinery capacity will come to ap- 
proximately 3 million tons of crude petroleum a year. It is be- 
lieved that this installed capacity will be sufficient to meet Spain’s 
foreseeable needs. One thing the Canary Island refinery re- 
quires is a number of large tankers to transport crude oil from 
the oil fields to the refinery. At the present time the Spanish 
company charters ships of non-Spanish registry at a considerable 
expenditure of foreign exchange. 

Spain’s critical need is not for increased refining capacity, but 
rather for foreign exchange to purchase the necessary crude 
products. 


Iron and Steel 


The Spanish government would like to more than double the 
capacity of iron and steel production in the next five years. Plans 
are under way to increase capacity both through private industry 
and through government-owned plants. At the present time 
private industry produces 535,000 metric tons of iron and 786,000 
metric tons of steel annually. Private industry intends to in- 
crease this production to | million metric tons of iron and 1.5 
million metric tons of steel within the next five years. At the 
same time the Spanish government has plans calling for the con- 
struction of a single large plant that will add 900,000 metric tons 
to the country’s steel capacity at an estimated cost of $360 million. 

The question of increased capacity, however, is not the most 
pressing problem that faces the iron and steel industry. Present 
operations are considerably below plant capacity due to the 
scarcity of scrap and coke. The Spanish steel industry could use, 
if available, 300,000 tons of scrap with present capacity facilities. 
Today the procurement of even 80,000 tons of scrap is placing a 
severe strain on the industry. Attempts have been made to allevi- 
ate the situation by substituting technical processes that reduce 
scrap-metal requirements. No attempt has been made in Spain 
to conduct large scrap drives, and it is doubtful that such 
methods would meet with even a fair degree of success. 

The wisdom of increasing steel capacity for Spain cannot be 
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determined without reference to electric power capacity, coal pro- 
duction, iron ore production, coke production and improvements 
in transportation. Even then the question of the possible alterna- 
tive uses for the rescurces going into more steel capacity must be 
assessed, and the markets for steel (and alternative products) 
must be considered. At the moment the iron and steel industry 
in Spain should have little difficulty in keeping up with the im- 
mediate needs of the Spanish economy. However, extensive de- 
velopment programs such as the proposed government-operated 
steel plant would place the industry as far as capacity is concerned 
in a “lead” rather than “lag” position. This might further ag- 
gravate shortages in raw materials in the iron and steel industry, 
which even now has unused capacity. 

Spain might successfully develop within its steel industry the 
capacity to produce special types of alloy steels that are needed 
for its chemical industry and for certain metal fabricating indus- 
tries. At the present time many of these alloy steels must be im- 
ported from abroad, or inferior Spanish substitutes must be used. 
The Spanish government wants to increase the country’s iron and 
steel capacity, with much of the proposed increase being ear- 
marked for government-operated plants. The fact that in a rela- 
tively “good” period, for example 1951, steel production did not 
exceed 80 percent of capacity indicates that raw material prob- 
lems will require solution prior to widespread increases in plant 


capacity. 


Tin Plate 

Because of its climate, Spain is in a good position to become 
a large producer of canned fruit, vegetables and fish for export. 
A large-scale development in this field has, however, been pre- 
vented by the prolonged shortage of tin plate. Spanish tinplate 
production has been negligible and of poor quality. It has been 
estimated by the Spanish government that the country needs 
60,000 tons of tin plate annually. Much of this tin plate could 
be manufactured in Spain. For example, Altos Hornos de Viz- 
caya, the major steel-producer, has developed plans for a modern 
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plant to produce sheet steel. Of the total new capacity of 112,000 
metric tons, nearly half would be earmarked for the production 
of tin plate. The completion of such a program would enhance 
the output of the food-processing industry. 

In 1950 Spain produced but 857 metric tons of tin, the metal 
being usually found in wolfram deposits. While it is doubtful 
that Spain could ever become self-sufficient in tin production, it 
is estimated that it could possibly meet as much as 50 percent 
of its domestic requirements. 


Highways 

During the period 1926-1933 Spain possessed what was gen- 
erally considered to be one of the best highway systems in Europe. 
A radial web with Madrid as its.center best describes the nature 
of the road network. The major features of this web are main 
roads (1) to the North and Irun at the French border, (2) north- 
east to the French frontier at La Junquera, (3) east to Valencia, 
(4) south to Cadiz, (5) west to the Portuguese frontier at Bado- 
joz and (6) northeast to LaCoruna and El Ferrol. Peripheral 
highways connect coastal points, with secondary roads branching 
out to outlying districts. These secondary roads are undoubtedly 
the weak links of the highway system. 

At the present time virtually all Civil war damages have been 
repaired, including the reconstruction of bridges, tunnels, cuts, 
etc. Much of the network, however; is in need of resurfacing 
and extensive repair and maintenance programs. Generally it 
can be said that vehicles in Spain are running on what was a 
good highway system in the early 30’s. In the United States or in 
most Western European countries this would result in complete 
confusion; but in Spain the roads have proved barely adequate 
because of the depressed state of the economy and the paucity of 
vehicles. It is estimated that there are 60,000 passenger cars, 
50,000 trucks and 7,000 busses in Spain. This amounts to less 
than one vehicle for each 250 inhabitants. (France has one vehicle 
for every 19 inhabitants.) The small Spanish fleet of vehicles has 
‘been restricted in use by fuel rationing. 
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The Spanish government is now attempting to carry out a road 
improvement program which will include improvement of road 
surface; improvement or elimination of “bottlenecks” to increase 
traffic capacity; additional road signs; and auxiliary works such 
as inns for tourists and travelers. 

It is planned to increase the width of all major roads to at 
least seven meters and increase shoulder clearance. By-passes are 
planned around many villages, which will appreciably increase 
average highway speed. Refinements such as grade-crossing elimi- 
nations are also planned. 

In order to carry out this program Spain will require steam- 
rollers, scrapers, spraying equipment, asphalt-preparing equip- 
ment, concrete mixers, tractors, trucks and auxiliary equipment. 
The mentality of Spanish road-builders is not geared to the wide- 
spread use of the heavy equipment that is commonplace in the 
United States. For example, rock crushers are not emphasized in 
the repair program because of Spain’s continuing historic reliance 
upon manual labor. 

If the highway system of Spain can be improved in the months 
to come and if additional trucks and other vehicles become avail- 
able, the transportation difficulties of Spain should be materially 
improved. 


Inadequate Railways 

The Spanish railways exhibit all the shortages and deficien- 
cies inherent in the Spanish economy. Steel shortages are re- 
flected in the poor condition of track; lumber shortages are ap- 
parent in the old ties; coal, machinery and equipment difficulties 
reflect deficiencies in basic raw materials and in foreign exchange. 
It is universally acknowledged that the Spanish railroad system 
is in a very poor state of repair and is both inefficient and unsafe. 

The principal railways of Spain have been consolidated into 
a state-owned and -operated system known as the Red Nacional 
de los Ferrocarriles Espafioles (RENFE). These consolidated 
railroads have not operated at a profit, and many authorities do 
not consider the consolidation of the private lines a success. In 
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An important fraction of Spanish transport—quaint but 
inefficient. 

the consolidation process the more successful and profitable lines 

of the North have had to carry the burden of the less efficient 

lines of the South. 

In a technical sense, the roadbed, tracks, ties, rolling stock, and 
signal equipment are all in poor condition. The lines are in 
such a state of deterioration that it is considered doubtful if 
modern heavy locomotives could operate at anything approach- 
ing efficient speeds and loads. Additional loads would require 
the strengthening of numerous bridges and improvement of 
track and roadbed. 

At present RENFE maintains a pool of 3,400 locomotives, 500 
of which are in repair shops. Many of thesé are ancient, 42 of 
them having been delivered between’ 1857 and 1858. The freight- 
car pool consists of 74,000 RENFE-owned wagons and. 10,000 
privately.owned wagons. :-About 90, percent of RENFE. wagons 
are in operation, but over half of these are in need of minor cr 
extensive repair work. There are about 400 heavy freight cars 
with capacities up to 50 tons on four and six axles. The petrol- 
eum tank-car fleet consists of 700 tankers with capacities from 
2,600 to 13,000 U.S. gallons. 

In 1949 and 1950 improvements were made in ballast and tie 
maintenance, although only 110 kilometers of new tracks were 
laid.during this same period. The general lack of maintenance 
is reflected in 471 derailments reported in 1950, In 1950 freight 
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movements were in average trains of 26.5 cars, of which 19.5 were 
loaded and 7 empty. The average speed was 10 kilometers an 
hour, with the load per car coming to 9.5 tons and the gross load 
per train amounting to 430 tons. Steam locomotives averaged 
104 kilometers a day. 

By and large the railroads are being pushed to the limit to 
meet the demands placed upon them by the Spanish economy. 
As the general economic well-being of Spain increases, the Spanish 
railroads will find themselves in an impossible situation unless 
long-delayed maintenance and replacement programs are inaugu- 
rated to ease the increasingly difficult situation. 





















The State and 
National Economy 











IT WILL BE SEEN FROM THE PRECEDING pages that Spain has agri- 
cultural and raw material resources which could be expanded 
under favorable circumstances. ‘To expand them Spain needs, 
among other things, to increase its foreign trade and to obtain 
additional foreign capital. Today, however, intervention by the 
state in the operation of the nation’s economy creates many prob- 
lems both for domestic producers and for potential foreign 
investors. 

Here are some examples of how state intervention affects 
national economy. 

The income from Spanish exports provides funds for the pur- 
chase of capital goods. In recent years it is estimated by the 
Spanish government that imports and exports have each run in 
the neighborhood of 1 billion gold pesetas (the gold peseta is 
worth just under 33 cents). This figure should be taken with a 
grain of salt because Spain has long suffered from a rigorous 
system of exchange controls, so that it is virtually impossible to 
convert Spanish import and export prices to foreign currency or 
to a gold base. 

As already pointed out in this book, Spain’s raw-material po- 
tential is greater than the utilization of raw materials would indi- 
cate. For example, steel production in relatively “good” periods, 
such as 1951, does not exceed 80 percent of capacity. Coal pro- 
duction, it is estimated, could be increased by as much as 20 to 
25 percent with relatively modest investments. The same is true 
for nonferrous metals and agriculture and so on down the line. 
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The investment in electric power is the most noticeable monu- 
ment to the investment process. However, many firms have man- 
aged to increase their capacity through importing machine tools 
from Western Europe and the United States, and through copy- 
ing the designs of non-Spanish machine tools—often without any 
regard to patent rights. 

While one may raise an eyebrow at the art of industrial pirat- 
ing, one must, at the same time, admit that it is an evidence of 
ingenuity and drive in an economy hampered by shortages of 
foreign exchange. Thus on net balance it appears that Spanish 
industry is attempting to lift itself by its boot straps from an 
economic morass. It has full employment, if not over employ- 
ment, but at a very low wage and with a very low national in- 
come. It is estimated that per capita income in Spain in 1951 
ran about $150 to $160 a year. 


Regulations and Free Trade 


The Spanish economy combines regulations and free trade in 
a chaotic or, at least, unplanned fashion. Wages, many prices, 
imports and exports, investments and other phases of the economy 
are regulated by governmental edict. The syndical system, mod- 
eled in part, at least, on the syndicates of Fascist Italy, has 
become the official regulator of industrial practices and labor 
relations. Trade unions, as such, do not exist, nor does the 
government’s syndical system provide a climate of opinion favor- 
able to industrial innovation. Wages are fixed by government 
decree, but there is a widespread tendency toward evasion. Many, 
if not most, employers pay more than legal rates for labor; some 
double the legal rate. Social security taxes paid on legal wage- 
rates are extremely high, amounting in some instances to more 
than 90 percent of the legal wage bill. It is not improbable that 
the actual money wages average 25 percent above legal rates. In 
spite of the high social security taxes paid by management and 
extralegal wage payment, the total share of the national product 
that goes to labor is less than 60 percent. Thus it is clear that 
the Spanish worker’s lot is not a happy one. 
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Goods that Spain treded 
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The exporter or importer of goods also finds his life some- 
what less than happy. Spain has more than a single rate of ex- 
change for either exports or imports at a given time. That is 
to say, various classes of goods in export and import are allowéd 
various rates of exchange of pesetas for foreign currency. The 
purpose of these differential rates is, presumably, to foster cer- 
tain types of imports or exports for the benefit of the economy 
as a whole. 

Since Spain depends upon foreign trade for securing technical 
equipment, the repercussions of international trade controls are 
felt in the domestic market. An example will indicate what is 
meant. For some reason the exchange rates on the export of 
iron ores were for a long time unfavorable to mining producers. 
The internal capacity to use iron ore is not very great, and iron 
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mines have not been exploited to the fullest possible degree. 
Thus the domestic production of iron and steel products has 
been held back. This affected such diverse items as the manu- 
facture of safety pins and high-speed steels. A more rational ex- 
port policy might very well have resulted in both the export of 
iron ores and in the greater production of domestic iron. The 
exchange-rate problem has, according to informal advices, been 
now rectified to some degree and with beneficial results. 


Tax System 


The tax structure of Spain is highly regressive. That is, the 
country’s economy depends more on indirect taxes than on direct 
taxes. Since the buying power of the Spanish masses as a whole 
is low, indirect taxes act as a greater weight or restraint on do- 
mestic purchase than would direct income taxes with reasonable 
exemptions. In other words, what might be reasonable as a 
counterinflationary device in a progressive economy is not neces- 
sarily reasonable in a static or poor economy. To argue that in- 
direct taxes are anti-inflationary is valid, but other counterinfla- 
tionary devices would be more realistic in a country like Spain. 
Incidentally, the inflation in Spain is not so severe as in other 
European countries, for example France. 


National Institute of Industry 


Like many poor countries, especially countries that feel isolated 
economically, politically and culturally, Spain has flirted with 
economic nationalism or, more accurately, economic nationaliza- 
tion. The great government investment and operating arm is 
the National Institute of Industry (INI). The function of INI 
is to invest in sectors where private industry has not been active, 
and to operate new and acquired plants until their production 
is sufficiently high to insure that the nation’s needs are properly 
met. When a particular INI project is successfully operating, the 
program, it is planned, will be to sell shares in the going con- 
cerns to the public, with the state retaining control, minority 
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interest or no interest at all, as each specific case warrants. The 
period when the government will sell going concerns to the public 
seems not to have been reached, nor are there any signs that it 
will be reached in the immediate future. This might be due to 
the fact that INI operations, on the whole, have not been very 
successful. The existence of INI, and the threat of further state 
intervention, have acted as a restraining influence on new private 
investments, both domestic and foreign. 


Effect on Investments 


There seems to be a noticeable tendency in recent months for 
the government to soft-pedal INI operations. That is to say, in 
government and business circles one finds the feeling that the 
extension of INI control to new areas is not contemplated. At 
present INI plays an important part in some phases of electric 
power, the manufacture of automotive transportation, and in the 
fertilizer industry. As one would expect, businessmen and bank- 
ers have been heartened by the apparent reduction of INI’s 
influence. 

Foreign investments also have suffered from state intervention. 
At present there is a limitation on the proportion of outstand- 
ing stock which may be held by foreigners in new industries. This 
proportion is not a fixed one, but by negotiations with the gov- 
ernment it may vary from 25 to 40 percent. However, business 
and banking circles, and in some instances government circles, 
believe that the foreign ownership limitation might be further 
reduced; and at any rate the ingenious lawyer can circumvent 
the government restrictions. 

A last example of government intervention is in the field of 
price-fixing. Consumer rationing is for all practical purposes 
nonexistent in Spain. Price-fixing, however, does exist. It is 
difficult to estimate how effective it is because of the prevalence 
of black markets. There seems to be a tendency for the govern- 
ment to fix prices on the high side. Indeed, one person who is 
in a position to know told the present authors that bankers have 
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almost no hesitation in lending money to a firm producing price- 
fixed goods. The following anecdote will illustrate the point: 


A manufacturer who planned to produce a new type of men’s 
socks went to the appropriate government official to argue for 
a price, let us say a retail price of 30 pesetas. This figure, he 
thought, was high, but he reasoned that if he asked for a high 
figure, this would give him some elbowroom in bargaining to a 
lower figure. To his surprise the government agent refused to 
consider the rate of 30 pesetas, insisting that the rate should be 
34 pesetas. The official’s argument was that socks currently made 
and of less advantage to the consumer were retailing under gov- 
ernment regulation at 31 pesetas. The new socks, therefore, 
would have to be sold for a higher price lest the market for 
the more usual socks be destroyed. Extensive conversations with 
businessmen do not disclose any who suffered losses in 1950 
and 1951. 


Insecurity for Investments 


Thus far we have discussed types of restraints on economic 
activity which have, at least, a legal or legalistic justification. 
Another type of insecurity created by government regulation or 
at least closely akin to it is to be found in the experience of the 
Barcelona Traction Light and Power Company. Barcelona ‘Trac- 
tion, a Canadian corporation, was declared bankrupt in 1948 by 
a Spanish court, although the company was profitable. It could 
not, however, legally pay its bondholders their interest in British 
pounds sterling. Clearly, the company was a victim of exchange 
regulations and probably also a victim of what in normal West- 
ern European and American business relations can be viewed 
only as chicanery or, at least, highly irregular proceedings. The 
subsequent bankruptcy proceedings in Canadian courts which 
were designed to protect certain interests does not concern us 
here. It appears on the surface, at least, that normal business 
and equity considerations played but little part in the legalistic 
maneuverings. The present authors have reasons to believe that 
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some elements in the government are not at all happy over what 


has happened, not only from the point of view of equity but also 
from the point of view of the effect the whole episode may have 
on foreign investments in Spain. 

In summary, at the present time intervention by the state 
hampers and in many ways slows down the development of 


Spain’s economy. 
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What U.S. Agreement 
Might Do 








PRESUMABLY THE LOCATION AND RESOURCES of Spain constitute a 
military potential which is of value to the defense of the West. 
This is the only, or at least the major, justification for any agree- 
ment between the United States and Spain. According to the 
press, the Franco government tends to place a high value on its 
military role. Whether or not this is a mere bargaining tech- 
nique, there are only two alternatives: either the United States 
undertakes a Spanish program or it does not. If no program is 
undertaken, there is little chance that the Spanish economy will, 
in the immediate future, enjoy a quick boost. The very failure 
to come to terms with the United States will have an adverse 
domestic and foreign effect from the point of view of investment 
and production. Moreover, the strong antigovernment biases of 
so many Spaniards in high and low position will be strength- 
ened, and this will make the problem of government more difh- 
cult than it is. 

If, on the other hand, an agreement with the United States is 
reached, it is likely that popular acceptance will be widespread, 
and foreign investment will probably tend to move into Spain if 
appropriate assurances are given. This result, it is argued, will 
not depend so much on the size of the aid program as on the 
fact of its adoption. 

Spain’s dollar deficit and, in general, its trade deficit are mod- 
est, not because of the strength of the economy, but because of 
the rigorous control system and the low level of international 
trade. Thus even a small influx of dollars will have a very bene- 
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ficial effect on Spain’s hard-currency position. And since low-cost 

—that is, competitive—exports can be easily and quickly expanded, 
the international and domestic economic position of Spain may, 
with judicious steps in the direction of freer trade, be rather 
quickly improved. 

Those concerned with the Spanish economy should keep the 
following considerations in mind: 

1. A large investment—that is, one looking to the general re- 
habilitation of the Spanish economy to put it on a “modern” 
basis quickly—is probably doomed from the start. Trained and 
skilled personnel, material shortages, markets, a modern ideology, 
are in too short supply. Spain cannot, at this time, hope to as- 
sume the position of a well-developed Western economy. That 
may come later. 

2. The pattern of new investment and reinvestment and pro- 
duction in Spain must be adjusted to world conditions. This 
cannot be done overnight, but will take years to accomplish. 
When this is accomplished, Spain might very well find itself 
more of a manufacturing and less of a raw material producing 
country, but this shift cannot be carried out by mere wishful 
thinking. 

3. If private foreign investors are to invest money in Spain, 
they must be given assurances that ownership and income rights 
will be protected. 

4. As a short-run emergency measure, certain production, 
ownership, price, export and import regulations will have to be 
liberalized if the economy is to expand. For the long run, drastic 
governmental and social reforms are indicated if the economy is 
to become strong and expanding and if the general standard of 
living is to be raised. Such reforms are more likely if the present 
misery levels of Spain are even slightly raised. 
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SHORTLY BEFORE THE PRESENT AUTHORS left Spain, one of them, 
Sidney C. Sufrin, was invited to make a public address under the 
auspices of the Law College of the University of Madrid. As is 
the case in many European countries, the Economics Faculty is 
in the Law College. This speech was an attempt to give a bird’s- 
eye view of the reactions of an American economist to the Spanish 
economic scene. In all fairness to the Spanish press, which is 
censored, the speech received wide circulation in Spain. Here 
are its highlights: 

“Four months have elapsed since I first came to your country, 
four months in which I have learned a great deal and also have 
had to unlearn a great deal. Americans are singularly ignorant 
about Spain. We have many misconceptions, and there are great 
gaps in our knowledge. I hope that as a result of my mission in 
Spain I can do something to inform government circles at least 
of some of the things which I have learned. 

“At the outset it must be made very clear that this talk is 
unofficial. I am speaking to you as a university professor, not as 
a government official. Of course, one cannot split his personality 
at will, so I must beg you not to put devious and intricate inter- 
pretations on what I say. I must also make clear that my mission 
has not been political and that I do not intend to discuss politics 
nor shall I present any ‘Plan’ for Spain. I merely want to give 
some of my impressions of the economy of Spain. 

“Yesterday my wife flew to Holland to visit her father. In the 
course of our married life we have made many trips and, very 
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tural program. 


much as you, have collected odds and ends of luggage—some in 
Geneva, some in London, some in Chicago. Some of the baggage 
is old; some is new. Some pieces we hold together by straps; on 
others the locks are in very good shape. As I was helping pack 
my wife’s bags, I kept thinking that the Spanish economy is like 
our luggage. Some of the machinery is made in Cincinnati; some, 
in Manchester. Some is new; some is held together by improvisa- 
tions exactly equal to the straps which hold an old valise I bought 
in Geneva when I was working there. 


Is Spain Inefficient? 


“In other words the Spanish economy, from the technical view- 
point, is of varying qualities. Old machinery, as we know, is not 
necessarily inefficient machinery. We in America very frequently 
tend to exaggerate the goodness of new, streamlined machinery, 
even when the fixed costs are too great to run the machine profit- 
ably. An old machine is an amortized machine. Thus, Spain has, 
in a certain sense, an advantage in that it has a low burden of 





debt on its equipment. 





“However, one must immediately recognize that the economic 





efficiency of much of Spanish industry is not nearly sufficient to 





compensate for the technical inefficiency of the equipment. Thus, 





it may be taken as an axiom that increases in Spanish production 
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A type of house built and financed by the government agri- 
cultural program. 
resulting from new investment will be accompanied by increases 
in fixed costs, and possibly even in total direct costs, since the 
increase in Output in many instances requires different types of 
raw materials and, above all, new trained labor. One cannot esti- 
mate the increases in direct costs, but I believe they will be fairly 
significant in the early stages of any economic rehabilitation and 
will remain so until Spain captures an export market, which it 
presently does not enjoy, and further develops its internal markets. 

“I have heard from time to time that my own bias has been in 
the direction of showing that Spain is dreadfully inefficient and 
so, presumably, is beyond hope of rehabilitation. On the other 
hand I have heard rumors that my own bias is in the direction 
of showing that Spain is in such fine shape that no economic aid 
is necessary. Both of those rumors are utterly and completely 
without foundation. What I have tried to do is get an accurate 
picture of Spanish industry and agriculture. 

“First of all, my own impression is that an enormous dose of 
investment would not be useful to Spain if made all at once. My 
reasons for this are simple. First, equipment and machinery are 
difficult to get now, and any attempt to go out into the market to 
secure great quantities of machine tools and other intricate equip- 
ment would be almost fruitless. Second, raw materials are often 
in short supply, so that if any equipment were secured, it could 
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not be put to work with any degree of efficiency. Therefore, given 
the waiting period for new equipment and given the shortages of 
raw materials, it seems to me that one should view the rehabilita- 
tion of the Spanish economy in phases. The first phase, pretty 
obviously, is to get existing equipment to operate at a more efh- 
cient capacity. Then, as second and third phases, we should look 
to rehabilitations and capital investments. 


What Kind of Reconstruction? 


“The Spanish economy is not a large one. Probably its great- 
est fraction is devoted to agriculture rather than industry. In a 
small economy one must be very careful in making any invest- 
ments lest he throw the economy out of balance. A steel mill can- 
not be built without coal, limestone and ore; a new railroad line, 
efficient in itself, may be meaningless unless there are goods to 
move over the railroad, and so on. Consequently, any program 
of Spanish investment—and the internal rate of investment in 
Spain has been appreciable in the last few years—must see to it 
that there is a rational distribution of investment in the economy. 

“Often when this is undertaken, a significant element is neg- 
lected—the element of labor. Spain has not, in the last 15 years, 
had the opportunity nor the need to train its labor force in new 
techniques and new methods of production. One of the limita- 
tions on the rate of new investment will be the ability of the 
labor force effectively and efficiently to operate the new equip- 
ment. Training on the job, in some instances, will be sufficient 
to handle this program. In other cases, if the rehabilitation pro- 
gram is large, labor migration, formal training, new methods of 
factory management, and a host of other problems will have to 
be faced by enterprising management lest its new investment be 
operated either inefficiently or not at all. 


Lack of Power 


“Spanish industry, like industry all over the world, depends on 
power and transport. Spain has done a very good job in the 
last 15 or 20 years in developing its power resources. My own 
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Statistical investigations show clearly that power and industrial 
output correlate very closely. The limitation on production, 
more often than not over the past 15 years, has been power. The 
job of overcoming this handicap is not complete. 

“Transportation shares with power a place in the basic frame- 
work which is necessary in order to build a higher standard of 
living for Spain and a higher national income for the nation. All 
of us have traveled on Spanish railroads. All of us have traveled 
on Spanish roads. So there is no sense in laboring the point that 
the country needs a more efficient and rational road and railroad 
system. With respect to power, it seems to me that the immediate 
problem is the development of a transmission grid, which would 
permit the sharing of power throughout Spain. It is only after 
transportation and power are sufficient that production can move 
ahead. 


51 







































Agriculture and/or Industry 


“Thus far I have commented briefly and rather generally on 
some of the industrial problems of Spain as I see them. The 
agricultural problem of Spain is a very interesting one. This 
year you have had magnificent crops. Too few people, it seems 
to me, have been aware that very large crops sometimes mean 
lower income to the producer because, in the technical language 
of economics, the demand for agricultural products is inelastic. 
That is to say, prices tend to fall more quickly than the quantity 
demanded increases. My guess is that the great crops of this year, 
plus the limitations on exports—limitations of both a natural and 
arbitrary sort, arbitrary in the sense that they may be imposed by 
other countries—tend to throw some clouds on the rosy vista 
which some people seem to see for the export of luxury agri- 
cultural goods. I hope that this slightly dim view is unwarranted, 
but time alone will tell whether it is. At any rate, the great crops 
of this year should raise the internal standard of living imme- 
diately. 

“As I traveled around Spain I sensed a certain difference in 
attitude about the future of the Spanish economy. One group 
seemed to feel that Spain, historically agricultural, stands its best 
chance if it remains primarily an agricultural country. The 
second view is that Spain, of necessity, must become industrial- 
ized. I find myself unimpressed by either argument. First of all, 
it seems to me that there is no disgrace, no shame, if a country 
is primarily agricultural. The highest living standard of the 
world is probably enjoyed by New Zealand, which is essentially 
an agricultural economy. Until the First World War the United 
States was predominantly agricultural. Yet we enjoyed a high 
standard of living then. So long as a nation earns its bread by 
honest, dignified, responsible work, it seems to me that the par- 
ticular industrial or economic activity should be dictated by costs 














and returns. 







“Spain in a sense is more like the United States and France 
than like Britain or Belgium. That is to say, its industry rests 
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firmly on the basis of its own agriculture and mining. The econ- 
~ omy of Spain is, on the whole, a pretty good combination at the 
‘he moment. Industrial advance, it seems to me, cannot occur with- 
his out the development of the natural resources of Spain. The de- 
- velopment of the natural resources of Spain cannot come with- 
ae out the development of industry. The two are part and parcel 
ge of the same complex. The goal of any rehabilitation program is 
= not the number of machines or the number of smokestacks or the 
ity number of tractors a country has. These are vehicles, engines to 
rr, secure the end products, which are income, stability, security, 
“a dignity—all of which, taken together, give us a higher standard 
by of living. 
ta 
i. A Mixed Economy 
d, “I cannot emphasize these points sufficiently, because doc- 
Ds trinaire people tend to ride their particular hobbyhorse of in- 
e- dustrial development, of agriculture, or even the development of 
this particular phase of industry or that particular phase of agri- 
- culture, to ridiculous extremes. I repeat, the economy of Spain 
is a complex of agriculture, mining and industry. If that complex 
“ is broken, Spain might enjoy a short-run prosperity, but I am in- 
. clined to believe that in the long run Spain would suffer. Bal- 
I. ance is more important than grandiose schemes. 
L, “In conclusion, it seems to me that the following comments 
y might be made. Spain, judged by the standards of many Western 
C European powers, is not a rich economy. However, it has ele- | 
y ments of economic stability which are often lacking in other | 
1 areas. In general, the economy is operating at less than full 
i capacity. This means that any small dose of investment in the 
y form of raw materials will have an immediate and beneficial 
. effect upon production and consumption. It is easier to increase 


output in an economy working at less than full capacity than in 
an economy working at full steam. 





“The limits of such increase, however, are low. At some point 
increased output will depend upon increased investment. But 
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Spain is poor in many basic resources, although it is rich in 
others. This means that Spain cannot neglect foreign trade. 
“Here again we run into a problem. If Spain follows its nor- 
mal historical pattern of foreign trade, my own guess is that the 
financial position of Spain will not be sufficiently secure. On the 
other hand, I think there is a very real opportunity and indeed, 
as the politicians say, a challenge to revise the patterns of trade 
so as to gain economic advantages which at present are being 
lost. To do this will require the initiative, the brains, the drive 
and the wisdom of the best minds of the country. You gentlemen 
of industry, commerce, the liberal professions, and government 
have a grave responsibility, not only to yourselves and your own 
enterprises, but to the people of Spain.” 
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‘THROUGHOUT SPANISH HISTORY, THREE MAJOR influences have pre- 
vailed: first, the fundamental geography of the peninsula; second, 
the influence of the continent of Africa; and third, the associa- 
tion with France and Italy within the general body of Medi- 
terranean culture. 

The peninsular character of Spain, together with the rugged- 
ness of its terrain, has imparted a highly distinctive flavor to 
Spanish life. From the African continent came a new religion 
and a new race of men, establishing Muslim Arab civilization on 
a firm footing within the confines of Europe. Very early, Roman 
Christianity had conquered Spain. Later, after the lengthy Mo- 
hammedan interlude, the political influence of France became im- 
portant and the ideas of the French Revolution were aired dur- 
ing the 19th century, a very disturbed time in Spain’s history. 
But Spain, although long exposed to both the African and the 
French Revolutionary influences, was never completely won over 
by either of them. 


An Isolated Economy 


Despite the conflicts of men and of ideas, what endured was 
a certain spirit of isolation, a peculiarity of the Spaniard’s 
temperament which kept him in several respects separate from 
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other Europeans. For example, two very important movements 
in European history, the Protestant Reformation and the In- 
dustrial Revolution, had only a very minor impact on Spain, 
and the Spaniards remain, by and large, a Catholic nation and 
a farmer nation. 

Owing largely to the prolonged struggle with the Arabs, the 
Peninsula became compartmented into a half-dozen mutually 
antipathetic provinces, whose local self-consciousness and rival 
loyalties still persist. This regionalism, compounded of locality 
and history, is to be found even today in the Catalan and 
Basque regions. The revolt of the “Catalan Generality” in 
1934, and the adherence of even the devoutly Catholic popu- 
lation of the Basque country to the Republican government 
during the Civil war of 1936-39, are two recent proofs of the 
intensity of Spanish regionalism. 

Three centuries during which the Spanish Crown presided 
over the destinies of Ibero-America have bequeathed strong 
trade and cultural ties, which more recently have been epito- 
mized in the word “hispanidad.” Even today, a Peninsular 
Spaniard, speaking of “America,” will mean “South America,” 
not the northern continent; and both he and his Ibero-Ameri- 
can cousin are apt to dwell fondly upon “Hispanic” culture, 
ranking it with “Anglo-Saxon” and with “Teutonic.” 

Apart from the African cultural impress, the internal region- 
alism, and the oversea empire-building, one other factor long 
operated to inhibit full integration of the Spanish economy 
with the European. This was the very high protective tariff 
erected around new-born Spanish manufacture. The tariff, of 
course, provoked retaliation; and the foreign customs duties, 
together with interloping in the colonies and violence on the 
high seas, greatly obstructed Spanish exports. Trade, however, 
survived the independence movement in Spain’s New World 
colonies in the 1820’s, and Spanish merchants continued to look 
for business across the Atlantic Ocean. Still pursuing the policy 
of high protection, the Spanish government increased its spe- 
cific duties 20 percent in 1947 and another 20 percent in 1950. 
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Accompanying rises in world prices, however, have rendered 
specific duties less burdensome than ad valorem duties would 
have been. 

During World War I, but particuiarly during World War II, 
the Spanish economy was subjected to severe pressure by the 
British and depended perforce on France and Britain for its 
import requirements. It was not surprising, therefore, that 
greater emphasis was placed on the creation of a home indus- 
try in order to reduce the need for foreign supplies. Many difh- 
culties, however, beset the search for needed imports. ‘These 
difficulties were vastly increased by the ruinous Civil war and 
World War II. On top of these physical difficulties. a world- 
wide economic and political boycott then cut off the Spanish 
people and economy from the outer world. foreign business, 
with the exception of that with Argentina, declined to minute 
dimensions. Isolation continued until 1950, and had Spain 
been as dependent on external trade as Belgium and Britain, 
the consequent poverty, although mitigated by proximity to 
Portugal, would have been of extraordinary proportions. 
Broadly speaking, Spain’s foreign trade policy since the end of 
World War II seems to have alternated between a version of 
neutralism espoused by the Falange Espanola, which supports 
General Franco, and a policy of cooperation with “Anglo- 
Saxondom.” 


The Balance of International Payments 

To understand the influence of foreign relationships on 
Spanish economic life, one needs to know Spain’s international 
balance of payments. Unfortunately, neither regular official 
figures nor any authentic private estimates are available. It is 
known, however, that the government’s principal receipts con- 
sist of the yield from exports together with tourist traffic, port 
charges against foreign ships, emigrants’ remittances and freight 
charges. Payments, aside from import costs, are relatively small, 
comprising chiefly Spanish shipping dues in foreign ports, and 
freightage. Recently Spain has enjoyed a substantial favorable 


57 





balance with the rest of Europe, but like the other European 
countries has a deficit with the dollar area as a whole. The 
sizeable tourist traffic of recent years promises to continue. The 
number of tourists, 38,000 in 1950, rose to 750,000 in 1951, with 
1,500,000 estimated for 1952. 

Greatly influenced by domestic agricultural production and 
prices, Spain’s foreign trade remains highly sensitive to the 
vagaries of nature. A good crop not only reduces the import of 
cereals but expands the export of fruit, oil and wine. Europe 
accounted for 55 pertent of Spain’s imports and 73 percent of 
its exports in 1934, but the figures were down to 34 percent 
and 42 percent respectively in 1950. During the same period 
imports from North America dropped from 18.9 percent to 
14.4 percent, but exports to that‘ area rose from 9.3 percent to 
15.9 percent. Latin American trade expanded from 9.7 percent 
to 16.0 percent for Spanish imports, and from 9.3 percent to 
10.3 percent for exports. More significant still were the African 
trade increases, Spanish imports rising from 9.4 percent to 27.6 
percent and exports from 6.5 percent to 28.2 percent. 

During the last decade merchandise exports exceeded imports 
only in 1942, 1944 and 1945. In other years severe droughts 
and fertilizer shortages restricted crops and reversed the trade 
balance. Abnormal circumstances growing out of World War II 
governed Spanish international commerce until about 1946. 
After 1946 Spanish exports found a larger sellers’ market abroad, 
and in 1950 the war in Korea stimulated a new buying wave on 
the part of the Western countries. Merchandise exports roughly 
balanced imports in 1950, but gold exports created a sizeable 
over-all surplus. 


Spain’s Foreign Markets 

The principal markets for Spain’s products are at present the 
United States and Britain. The continuous dollar shortage is 
partly explained by the excess of imports from the United States, 
whereas imports from Britain have always fallen materially 
short of exports to that country and have provided sterling 
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funds for the purchase of rubber, jute and tobacco from the 
outer sterling area and for payment of Suez Canal tolls. Re- 
cently, however, the sterling surplus has sunk below the level 
requisite for covering Spain’s sterling-area imports. This change 
in the trade balance with the sterling area is expected to be 
temporary and is attributable to Spain’s heavy purchases of 
special machinery. The reopening of the French frontier in 
1948 has permitted France to recover its position as third trading 
partner of Spain. 


Trade Restrictions 

Unstable foreign-exchange rates and the prevailing universal 
tendency toward inflation have introduced new difficulties be- 
tween Spain and its major trading partners. The shortage of 
foreign exchange has led the Spanish authorities to restrict 
importation, through licensing, to essentials, and also to direct 
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exports to destinations which could reciprocate by filling Spain’s 
requirements. Multiple exchange rates were fixed on December 
3, 1948 for different types of goods in order to stimulate the 
export of particular commodities. Licenses were also required 
for all imports, importers obtaining a more favorable rate with 
respect to essential goods. A second decree on July 21, 1950 
introduced the “‘free’’ market in foreign exchange. This did 
not mean that anybody could go and buy a check on New York 
in dollars. Rather, transactions continued to be strictly con- 
trolled and the rate fixed by the exchange authorities. ‘This 
market is fed by the exchange proceeds of certain types of busi- 
ness which the government wishes to stimulate, such as tourist 
travel. A third regulation, that of December 31, 1951, estab- 
lished a new uniform exchange rate for exports at double the 
official basic rate but, in addition, permits exporters to sell, in 
the case of some products, a percentage of the foreign exchange 
proceeds in the free market; this percentage varies between 10 
and 90 percent, exports being classified for this purpose in five 
categories. 

While recent British import restrictions will tend to reduce 
exports to that country, trade with Germany under the new 
trade agreement is expected to boost both exports and imports. 
Moreover, German capital is said to be interested in Spanish 
industrial development. Because Argentina is no longer the 
leading wheat supplier in the world market and because Spain 
had such excellent crops during the past two years, Argentina’s 
importance as a trade partner is gradually diminishing. 


Foreign Loans to Spain 


In 1951 Spain received the first benefits from the $62.5 
million credit authorized by the United States Congress in 
October 1950. American private banks agreed to loan $50 mil- 
lion in 1949 and 1950 against the usual collateral offered by 
central banks. An additional agreement signed in 1951 pro- 
vided for further loans up to $10 million. However, Spain has 
availed itself of only a part of these facilities. Other foreign 
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banks also extended short-term credits to Spain during the same 
period. 

As concerns Spain’s external funded debt, it is interesting 
to note that the final payment—eight and one-half years ahead 
of time—was recently made on the 4 percent $50 million bonds 
issued to the International Telephone and Telegraph Company 
for that company’s properties in Spain. Spain’s only other 
funded external debt consists of its guarantee to service the 
19,790,500-peseta portion (about $396,000) of the Austrian gov- 
ernment’s international loan of 1934-59, a debt which has been 
kept in good standing by fulfillment of Spain’s guarantee during 
years of Austrian default. 


Difficult but Not Hopeless 


Spain’s natural resources are vast, and the potential wealth 
of its colonial areas is not to be despised as a supplement to 
that of the Peninsula. In particular, the country’s metalliferous 
lodes are not likely to lose their international importance be- 
cause of exploitation of alternative ore-deposits elsewhere. 
Neither should one overlook the importance of recent oil dis- 
coveries. In agricultural raw materials, notably cotton, Spain 
has so far achieved but. a moderate development. 

Given an energetic application of capital and technology, 
agriculture might show a much higher yield. Already the buoy- 
ancy of postwar crop and metal prices on the world markets, to 
which Spanish exports have responded, has given an inkling of 
the expansive qualities of Spanish industrial production. In 
the immediate future the depressive tone which British import 
restrictions have engendered in Spanish tomato and orange 
exports is likely to be partly balanced by the increased world 
demand for metals. Moreover, there is the possibility of heavy 
German and Japanese competition in some lines of manufac- 
ture, for example, sewing machines and cotton yarn; and Spain’s 
primary products (citrus fruit, etc.) are also likely to meet with 
greater competition from foreign producers. 

Thus Spain’s foreign trade problems are difficult but not 
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insurmountable. The current situation presents an opportunity 
for Spain to display its genius for enterprise and to resume, in 
the context of our time and in new ways, its earlier function 
as a trading center between East and West. Spain’s fortunes 
will no doubt continue to be directed largely by the three 
ancient factors which have been mentioned already as the 
guiding factors in its history: the physical basis of the peninsula, 
the proximity to Africa, and the historic involvement in the 
Mediterranean world. As to the first, there is a plenitude of 
resources and of power in Peninsular Spain which would abun- 
dantly repay more intensive exploitation and development. As 
for the second, the renewed interest in the potential wealth of 
Africa finds Spain occupying a strategic and economic vantage- 
point. And finally, there remains Spain as the focus of Hispanic 
culture, as the Western outpost of the Latin civilization of 
southern Europe, and as the motherland of Latin America. 
Although temporarily exhausted by the conflicts of many tu- 
multuous centuries, Spain was among the few countries which 
escaped belligerency in the two world wars. It has now, perhaps, 
recuperated from its prolonged tribulations sufficiently to 
regain, in some measure, its historic importance. 





Suggested Reading 


The best and most painless way to learn about Spanish character is by 
reading Cervantes’ masterpiece, Don Quixote. While the book has universal 
application, it has remarkable specific application to Spanish character. 
Other useful books are: 

Brenan, Gerald, Spanish Labyrinth. New York, Macmillan, 1943. 

——— The Face of Spain. New York, Pelligrini & Cudahy, 1951. 

Hamilton, Thomas J., Appeasement’s Child. New York, Knopf, 1943. 

Hayes, J. H. Carlton, The United States and Spain. New York, Sheed & 
Ward, 1951. 

Heaton, Herbert, Economic History of Europe. New York, Harper, 1936. 

Hughes, Emmett J., Report from Spain. New York, Holt, 1947. 

See also the article on Spain in the Encyclopedia Britannica. 
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The Foreign Policy Association... 


is an impartial, nonprofit, membership organization. It was 
founded in 1918 “to carry on research and educational 
activities to aid in the understanding and constructive de- 
velopment of American foreign policy.” It does not seek to 
promote any one point of view toward international affairs. 
Any views expressed or implied in its publications are those 
of the author and not of the Association. 


The Headline Series... 


gives its readers enough unbiased background information in 
understandable form so they can make up their own minds 
intelligently on the great international questions of the day. 


Membership... 


in this national Association is open to everyone sincerely 
interested in developing a constructive American policy. 
Regular Membership at $6.00 a year includes both the 
Headline Series and the new Foreign Policy Bulletin, a 
complete report and analysis of current international events. 
A special rate of $3.50 is available to students. For informa- 
tion about the Association’s activities in local communities 
and other special membership privileges, please write . 


The Foreign Policy Association 
National Office 
22 East 38th Street New York 16, N. Y. 
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